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THE EXPERIENGE OF BANK EXAMINATION
IN FINANGIAL SEGTOR SURVEILLANGE
By
MR. S. A. ONI*
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Its main functions are to:

ry

INTRODUCTION

- II

o

t

o lnitiate corrective actions as the
need arises,
o Prevent the action or inaction of any
individual bank f rom having adverse

effects on the banking system as
a whole.

MR.S.A.ONI

DEHN6ONOFBANKEXAMINATTON BROADAREASOFEXAMINATION

to the efficiency and growth of

Bank Examination may be defined as
the exarnination of the books and
records of a bank for the purpose of

and soundness of the banking system

is therefore paramount to the
regulatory authority of the financial
system of any nation.
Between 1929 and 1951 , the Nigerian
Banking System experienced a few
banking crises due mainly to the

and sound manner with respect to:
* Adequacy of capital
* Asset Quality
* Board and Management

business in Nigeria.

Liquidity
Adequacy of internal controls,
Adequacy of Accounting system

The enactment of the Banking

*

and record-keeping
Compliance with both the individual

absence of legal and regulatory
ramework for the operation of banking

Earnings

Ordinance of 1952, the CBN Act of

banKs intemal policies and prudential

1958 aird other subsequent banking/

regulations

supervisory legislations provided the
enabling environment for the conduct
of banking business in Nigeria.

The Bank Examination function was
therefore established by the Cehtral
Bank of Nigeria, to monitor banks
compliance with the regulatory and

The broad areas of the activities of
banks covered by Bank Examiners are :
Prudential or Financial Examination:

.

This is basically

ascertaining that the affairs of the
bank are being conducted in a safe

*
.
*
*

The overall objective of bank
examination is not to prevent bank
failure but to foster and maintain a

prudential requirements governing the
conduct of banking business to ensure

tire overall safety, stability and

survival of a bank by running it in a

soundness of the financial system.

safe and sound manner.

the

review of

banks activities to determine their
levelof compliance with rules and
regulations and that their financial

records reflect a true and fair

a

position of the affairs of the banks.

lnformation Processing System
Examination : This involves the review

of the adequacy, integrity and
security of banks information
processing systems that would

o

ultimately guarantee the safety of
assets and liabilities
Foreign Exchange Examination:

This aspect involves a review of
banks compliance with rules and

OBJECTIVES OF BANK
EXAMINATION

sound and stable financial system. lt
is the responsibility of the Board and
Management of a bank to ensure the

-

management policies, practices and
procedures,

he financial rntermediation
role of banks is very crucial

every economy. The safety, stability

f

Appraise the quality of a bank's

.

regulations in their foreign exchange
operations.

Anti-Money Laundering Controls

Examination also entails the
ascertainment of banks compliance

with the provisions of the Money
Laundering Act of 1995 as
amended, which are aimed at
tracking down attempts by

criminals to exploit the banking
system to launder'dirty money'.
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o

Investigations/Spot checks.

Customer' (KYC) Principles

TYPES OF EXAMINATIONS

These arise from the discovery of

Credit Administration and Risk
Assets Quality

To accomplish the task of examining

complaints and petitions by the

abnormal banking practices,

banking public and other

banks, Bank Examiners use both

o

.

stakeholders of issues bordering
on unprofessional and unethical

Off-site, and

On-site methods of supervision.

lncome and Expenditure
CapitalAdequacy
Foreign Exchange Operations
Anti-Money Laundering Controls

conduct by a bank.
OFF.SITE SUPERVISION

The totality of these reviews enables
Examiners to determine the bank's
level of compliance with regulatory/
prudential requirements and its own
internal policies. Thus, it can be said
that our current examination practices

ON.SITE EXAMINATION

The off-site superuision of banks is
carried out bythe Banking Supervision
Department of the CBN and involves

Procedures & Areas of
Examination

essentially the appraisal of banks
The general procedure for an on-site
examination would include:

returns.

ON.SITE EXAMINATION

The on-site supervision of banks
entails physical visits to banks by
Examiners to carry out on-the -spot
review of banks' records. On-site
supervision of banks is carried out by
the Bank Examination Department.
The on-site examination of banks may
involve any of the following types of
examinations:

o

Pre-Examination Planning (PEP) This is a very crucial stage of the
examination process, which
determines the overall quality of an
examination. lt involves perusing all
correspondence, call reports,

-

This is

usuallycarried out aftersix months
of operations by a new bank to
determine if the conditions and
premises forthe granting of banking

licence by

the CBN

and the

business objectives of a bank are
being pursued.

o Routine Examination -

This is

the normal examination, currently

carried out on a yearly basis to
review the prudential operations,
information processing systems,
foreign exchange operations and

the
continued conduct of banking
business in a safe and sound

boardroom squabbles, deteriorating
assets quality etc. ln such a

situation, the examination effort is

concentrated primarily on the
identified area of regulatory concern.

whereby the entire risk profile of banks

examinations would therefore be
concentrated on the perceived areas
of critical risk in a bank.

material ) that would be needed for the

adequacy or otherwise of their risk
management systems. Examination
resources and the intensity of

examination.
THE EXAMINERS'REPORT

Field Work

-

At the conclusion of the fieldwork,

This is the examination proper and
involves the review of the following

which usually ends with a discussion
of the Examiners salient findings with

issues:

the top management staff of the bank,
an Examination Report is issued to
the bank as the ultimate product of

-the level of implementation of the
recommendations in the previous
examination report by the bank. The
non-implementation of some
categories of the Examiners
recommendations is sanctionable.

-

-

the exercise following which the bank's
board is expected to convene a special
meeting, within two weeks, to formally

receive the report.

The bank's external auditors are
to ascertain significant changes,

usually invited to the presentation of
the report,by the Examiners just as in

if any.

the exit conference, to familiarize them

Board, Managementand Staff -to
ascertain effectiveness of the board

with the bank's situation, in the spirit

oversight, corporate governance

operation.
Copies of the Examination Report are

Ownership/shareholdingstructure-

issues/structu res and management

TargeUSpecial Examination This is usually carried out when
serious issues of regulatory
concern arise in a bank, e.g.
persistent illiquidity, lingering

international best practice, towards
emphasizing risk-based examination,

bank. lt also involves the determination

manner.

o

appropriate steps, in line with current

would be reviewed vis-d-vis the

the anti-money laundering controls

of banks to determine

However, in view of the increasing risk

profiles of banks, we are taking

preliminary visits to the bank, in some
cases etc to ascertain the intervening
events since the previous examination
and hence the present condition of the
of the resources, ( human, time and

Maiden Examination

are tailored largely towards compliance

testing.

of mutual Examiners/Auditors co-

function, the adequacy/quality of
staff and capacity building etc.
lnternalAudit and lnternal Control
System
Accounting System and Records

also forwarded to the Banking

Processing System

The highlights of the report are
summarized and presented to the
Financial Sector Surveillance
Committee of the CBN to keep its

& lnformation Technology/
Deposits, Liquidity and Funds
Management

- Application of 'Know
39
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Supervision Department, the Other
Financial lnstitutions Depadment, the
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members abreast of the condition of,
opportunities and threats to the bank.
It must be noted that the Examiners'

Report is

a highly confidential

place to discourage bad conduct, and

I

THE FOLLOW-UP EXAMINATION

Stiff Sanctions (Administrative &

Monetary)

of

Monetary penalties have been

intention was to shore up the

progressively reviewed upwards
while illegal gains are forfeited

low capital base of the banking
system. Most of the banks have
complied with this requirement.

within four weeks of the presentation
of the report. On the receipt of the

CBN.
Furthermore, administrative
sanctions ( ban from foreign
exchange market) have also

examination is carried out by another

been stepped up, as a deterrent
for unethical behaviour.

bank's response, a follow-up

team of Examiners to confirm the

o

encourage violations

the
recommendations in the report.
Thereafter,penalties imposed by
Examiners for infractions are given

Perceived loopholes in
regulations are immediately

compliance with

The Experience so far

The whole essence of

Bank

Examination is to ensure that banks
are run in a safe and sound mannerto
justify the TRUST reposed in them by
the banking public.
It is of great concern, therefore, that

despite the intensity of the

examination of banks in Nigeria, the
banking industry has continued to be
plagued by internal weaknesses.
These include:
a Weak corporate governance

-

Uncommitted Boards of
Directors,

lneffective Management
teams

lnsiders abuse (insiders'

a

credits)

Lackoftransparency

-

Serious violation of banking
rules and regulations,especially

foreign exchange rules and

o
o
o

regulations

Under-capitalisation,
Poor quality assets,
Frauds and Forgeries

These shortcomings had led to
sporadic cases of unethical conduct

and banking crises. The CBN is

I

O

December, 2OO2. The

Stringent

Licensing

Requirements
The requirements for the
issuance of new banking licence
had been made more stringent

Elimination of incentives that

bank's claims and ascertain the level

BANK EXAMINATION IN NIGERIA:

paid-up share capitalfrom N500
million to N1 billion by the end

by banks to the

The bank's board is expected to
respond to the Examiners' findings

effect.

Banking System
existing banks in Nigeria
were required to increase their

Deterrent Measures

o

Recapitalisation of the

All

measures are as follows:

document, with restricted circulation.

of

O

prevent and/or resolve banking
systemic crisis. Some of these

by the CBN in order to check

frivolity and abuse of the
process and to encourage
prospective promoters to
consider investing in and

addressed when identified

Preventive Measures

o The contingency Planning
Framework for Systemic

recapitalising weak banks

Distress.
This was adopted by the CBN
on July 1,2002 and establishes

associated with uncontrolled

ratherthan deepening the crisis
licensing.

Under the arrangement,

thresholds for regulatory
intervention in stemming

promoters of new banks are

problems in the banking sector.

proposed bankwith a minimum

The high point of the Framework

of N2 billion, which should be

is the removal of arbitrariness
in the supervision of banks, as
the regulators become more

deposited in an escrow account
at the time of submission of the
application . They are also to

proactive and focused in dealing

ensure that the proposed

required to capitalize the

management team is
acceptable to the CBN, among
other requirements.

with proiblem banks on a solo
basis.
O Credit Bureau

This was established by the

CBN in order to create

a

O

Adoption of Universal

database for credits granted by

Banking(UB)

the banking sector. The essence

With effect from January

is to minimize the incidence of
delinquent credits as a result of
undue exposure by the banks

in the country. Under the
arrangement, banks were no

predators who collect
multiple loans from many

commercial or merchant, but

to

1,2002, the CBN adopted UB

longer categorized

as

banks, without servicing them.
Under the arrangement, banks
are required to render returns
on-line to the Bureau, on any
credit above N1 million to any
customer and also to access

were issued a uniform licence,
with each bank determining the

the database before taking

adopted to ensure improved

decisions on customers' credit
applications.

resilience to withstand financial
and operational shocks. The UB

market in which it intends to
operate. Accordingly, banks'
operational scope was
broadened with other measures

however, not resting on its oars as a

policy has removed discrimination

number of measures have been put in

in

40
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in the industry as uniform

. Granting of Liquidity

policies are now adopted and

Support

implemented across the

ln liaison with the NDIC,
liquidity support is granted to
banks with temporary liquidity
problems, in line with Section
5b of the NDIC Act '1988, as
amended. ln recent times the

industry.

O Stringent Requirements for

Appointment to Board/Top
Management Posations
To ensure that the boards and
top management positions of
banks are occupied by qualified
ard opeBrced pesorsand also
to eliminate dominance by any

o

courts some distressed
banks that had prospects for

revitalization, which were
eventually repackaged and
handed over to new investors
in 2000.

CBN introduced the concept of

"life-boat support" to bailout
banks with chronic liquidity

o Bank Liquidation

problems. Under this measure,
the CBN encouraged stronger

one or group of persons, the

management positions of

banks to extend short-term
credit to weaker banks that
were experiencing serious
liquidity problems against the

banks.

CBN's guarantee. The intention

CBN has instituted various
pre-qualifying condition for
appointment to boards and top

between 1994 & 2003)
This is considered when in the
opinion of the CBN, it is the
most viable and the least costly
distress resolution option given
the circumstances of the bank.
Between 1994 and 2OO3, 36
banking licences were revoked
by the CBN in compliance with
Sections 12 and 36 of BOFIA

the interbank market and
discourage banks f rom

Oistless Resolution Measurcs
ln

view of the fact that the preventive

frequently overdrawing their

measures had not been able to
entirely remove problem banks

in the system, while the
implementation of the measures

current accounts with the CBN.

.

had, in some cases, crealed some

unanticipated supervisory
challenges, the following distress
resolution options had been applied
within our regulatory environment.
These include:

.

Holding Actions (Cease and
Desist order)
These involve the restriction of
certain operations of distressed
banks with a view to ensuring
mprovement in their conditions.
For instance, a bank may be
prevented from granting further
creditswherethe levelof its noni

performing credits is
unacceptably high and
provisioning requirements arising

1991,as amended, and the
Taking -over of Board and
Management
This option was exercised
when, in the opinion of the

banks were handed overto the
NDIC for liquidation as provided
in Section 38 of BOFIA

CBN, the problems of the bank

CONCLUSION

stem from failure of board
oversight and absence of

O tne concept

effective corporate governance.

o

(35

banking licences revoked

was to deepen transactions in

O

Acquisition, Restructuring
and Sale
The CBN between 1996 and
1998 acquired through the

Mergers and Acquisitions
This distress resolution option

is increasingly becoming
popular and is being

encouraged. The CBN at
different fora with problem
banks has advised on the need
for such banks to seek mergers

and/or acquisitions with/by
stronger banks in order to
optimize thei r synergies

there from have completely

of Bank Examination

is premised on the imperative of
ensuring that banks operate
according to laid down rules
encapsulated in frameworks that
are intended to guarantee the
overall safety, stability and
soundness of the Nigerian Banking

System.

O

tne

regulatory authority's

conscious effort to foist a robust
supervisory apparhtus had
ensured a fairly stable financial

system, notwithstanding the

eroded the shareholders' funds.

isolated incidence of bank failures,
which, in any case, is not peculiar
to Nigeria.
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